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KEY ECONOMIC INDICATORS 


In millions of U.S. dollars unless noted 
1986 1987 1988 1989© 
Domestic Economy 
Population (millions) @ 8.96 8.97 8.98 8.75 
Population growth (%)@ -0018 -0009 -0011 3.0 
Est. GNP in 
1986 dollars? 61,200 62,500 63,900 63,900 
Per capita GNP, 
1986 dollars? 6,800 6,960 7,124 7,303 
GDP in local currency@ 
(millions of leva) 80,188 83,063 87,920 87,600 
% change 6.7 a.3 5.8 -0.4 
Index of state 
retail prices@ 
(1987 = 100) 100.0 100.0 104.0© 114.0 
Production and Employment? 
Labor force (1,000s) 4,076 4,084 4,103 3,910 
Industrial production 
(millions of current 
leva) 42,600 44,400 48,902 48,500 
% change 4.3 4.2 Si -1.0 
(1988 figures as reported) 
Balance of Payments? 
Exports (current dollars) 14,294 16,082 17,189 6,311" 
Imports (current dollars) 35,367 16,258 i6,591 5,865* 
Trade balance -1,073 -176 -638 446* 
Average official exchange 
rate ($1.00 = 1 lev) -9340 eoook «8350 2.14 
June, 1990: official $1 = 2.9702 leva; cash rate $1 = 7.1 leva 
U.S.-Bulgarian Trade© 
U.S. exports to 
Bulgaria (F.A.S.) 1237.2 181.0 
U.S. imports from 
Bulgaria (C.I.F.) 27.2 59.0 
Trade balance . 100.1 122.0 


Principal U.S. exports (1989): grains and seeds (chiefly feed 
grains--corn and soybeans), copper ore, machinery and 
equipment, coal, woodpulp, tobacco. 


Principal U.S. imports (1989): tobacco (cigarette leaf), oil 


(not crude), manufactured fertilizers, alcoholic beverages and 
cheese. 


Sources: “Central Statistical Administration and 1987, 1988 
and 1989 Statistical Yearbooks; PResearch Project on National 
Income in East Central Europe; SU.S. Department of Commerce. 


Estimated. 

*The large drop in the dollar amounts for imports and exports 
is due to the significant devaluation of the official exchange 
rate of the Bulgarian lev. Soft currency trade with other 


socialist countries comprises 80 percent of Bulgaria’s total 
foreign trade. 





SUMMARY 


Since 1986, the Bulgarian Government has engaged in a 
series of economic reforms spurred by declining rates of 
growth and the growing burden of social programs. The 
reforms have also attempted to respond to public demands 
for more consumer goods. Key themes of the restructuring 
campaign included decentralization of economic 
decision-making; expansion of the permissible forms of 
ownership; greater reliance on economic levers to guide 
economic development; increased use of technology; and 
closer integration into the world economy. Decree 56 of 
January 1989 provided for the restructuring of economic 
organizations as companies, with varying forms of 
ownership and liable to bankruptcy. 


The deteriorating economic situation was exacerbated by a 
complicated political situation following the fall of 
long-time ruler Todor Zhivkov in November 1989. Asa 
result, industrial production in Bulgaria declined about 
10 percent the first half of 1990 in comparison with the 
corresponding period in 1989. 


Constitutional and legal changes in early 1990 seemed to 
permit greater leeway for economic and political reforn. 
The platform statements of all three major political 
parties in the June elections called for decisive movement 
towards a free market economy. However, the victorious 
Bulgarian Socialist Party (the former Bulgarian Communist 
Party) took a more cautious stand on the speed of the 
transition and was also more restrictive on the role of 
the private sector. The government has agreed to join 
with the U.S. Chamber of Commerce in a major study of the 
Bulgarian economy aimed at suggesting appropriate 
reforms. The U.S. Government has expressed support for 
Bulgaria’s movement toward democracy and free market 
institutions. 


Bulgaria conducts about 80 percent of its foreign trade 
with socialist countries. Top leaders have called for 
expanded trade ties with the West. Some decline in 
intra-CMEA trade has already been observed, and more is 
likely as this shifts to a hard currency basis in coming 
years. Bulgaria’s bunching of hard currency debt due in 
1990 led to a suspension of payments on principal by the 
Foreign Trade Bank, pending negotiations with Western 
banks for a rescheduling, which may occur in September. 
Bulgaria is interested in joining a number of Western 
trade and financial institutions such as GATT, the IMF and 
the World Bank. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


According to official statistics, the Bulgarian economy showed 
essentially no growth in 1989 and declined about 10 percent 
during the first half of 1990. Political uncertainty played a 
major role in the production drop. At the same time, doubts as 
to the form and effectiveness of economic reforms to date have 
had some disruptive effects on the economy, while the desired 
positive effects have not yet appeared. 


Industry: Industry accounts for some 65 percent of national 
income and has been the motor of Bulgarian economic growth for 
most of the post-World War II period. From the beginning of 
the 1980s, however, there were clear indications that the 
process of extensive industrialization had carried the 
Bulgarian economy about as far as it could. Realization of 
this fact led to Bulgaria’s current campaign to modernize its 
aging industrial base, increase efficiency, and introduce new 
technology. 


Despite the drop in industrial production, shortages of 
electricity have forced blackouts at times in some areas. 
Energy output was helped by the commissioning in late 1987 of 
the fifth of six reactor units--the first 1,000 mw reactor in 
the East Bloc outside of the Soviet Union--at the Kozloduy 
nuclear power plant. The sixth unit at Kozloduy, also 1,000 
mw, was completed in 1989. Currently, nuclear energy provides 
over 35 percent of Bulgaria’s electricity. Construction of a 
second nuclear power complex was begun at Belene, also on the 
Danube, but construction has been halted due to controversy 
over safety aspects. 


Agriculture: In 1989 the value of goods produced in the 
agricultural sector dipped 0.4 percent compared with 1988. 
Grain production rose from 7.9 million tons to 9.8 million. 
Tobacco, a key cash crop, was down by a third to 83,200 tons 
(due almost entirely to problems associated with the summer 
1989 exodus of over 300,000 ethnic Turks, major producers of 
the crop). Livestock inventories were down, and declines of 
2-5 percent for milk, eggs and wool were reported. 


During the final quarter of 1987 and continuing throughout 1988 
and into 1989, Bulgaria purchased large quantities of feed 
grains from the United States. However, a good wheat harvest 
and hard currency shortages will combine to dampen future sales. 


Investment: In 1989, capital investments were 9.25 billion 
leva (about $4.3 billion at the 1989 official exchange rate), 
down somewhat from previous years. Investment in 1990 is 





slated to decline 20 percent, to 7.45 billion leva ($2.5 billion 
at the 1990 official exchange rate). About 75 percent of 
investment in 1990 will be for material production. Primary 
consideration will be given to technological modernization and 
completion of projects already started rather than the 
initiation of new projects. Emphasis on investments for 
production of consumer goods, especially for export, will 
continue. The other leading investment sectors will be 
agriculture, food processing, tourism and pollution control. 


As economic restructuring is more fully implemented, direct 
government involvement in investment decision-making is 
scheduled to diminish. The beginnings of a commercial banking 
system were established in late 1987 with the creation of eight 
new banks. These institutions function only as investment 
banks. In 1989, several dozen branches of the national bank 
were separated to form independent commercial banks. Future 
reforms will permit higher and more flexible interest rates. 


Although according to high-level Bulgarian officials the 
creation of a securities market is anticipated, there is as yet 
no indication when this might occur. In the interim, however, 
the new company organization being set up under Decree 56 
provides for shares, workers’ shares, and bonds, which may be 
sold under some circumstances. 


Efforts to attract foreign direct investment have drawn some 
interest, but few results to date. Foreign oil companies have 
been invited to bid on exploration sites onshore and offshore. 
Bulgarian airlines have actively pursued deals to lease 
Western, including U.S., aircraft. 


Foreign Trade: Because Bulgaria has few natural resources and 
a relatively small internal market, foreign trade plays an 
important role in its economic development. In 1989, foreign 
trade turnover dropped 8.1 percent, with exports down 6.3 
percent to 13.5 billion leva ($6.3 billion), and imports down 
9.9 percent to 12.6 billion leva ($5.9 billion). 


Approximately 60 percent of Bulgaria’s foreign trade is 
conducted with the USSR, and another 20 percent with other 
socialist countries. Much of the drop in foreign trade was 
concentrated in trade with these countries. The government has 
repeatedly expressed interest in expanding trade with the 

West. If foreign trade expands, opportunities for Western 
suppliers are expected to grow. 





Bulgaria’s net debt to the developed Western countries was 
stated to be approximately $10.2 billion at year-end 1989, a 
sharp rise. This increase in the level of debt to Western 
countries was a result of successive years of increased imports 
from the West, without offsetting increases in exports. The 
rise in debt and bunching of repayments in 1990 led to a hard 
currency crisis in March 1990, and suspension of the repayment 
of principal due by the Foreign Trade Bank. Interest payments 
are continuing, and talks are underway aimed at rescheduling. 
The overall trade balance appears much closer to balance 
because of large surpluses in soft currency trade with 
socialist and developing countries. 


Trade between Bulgaria and the United States in 1989 totaled 
$240 million according to U.S. statistics, and there was a 
$122 million balance in favor of the United States. The 
composition of major U.S. exports to Bulgaria in 1989 is 
summarized below: 


MAJOR U.S. EXPORTS TO BULGARIA IN 1989 
(millions of U.S. Dollars) 


Commodity 


Corn (not seed) 

Soybeans 

Copper ore and concentrates 
Machines 

Coal 

Chemical woodpulp 

Tobacco 

Polyvinyl chloride 


SOURCE: U.S. Department of Commerce. 


Since 1967, Bulgaria has been an observer in the General 
Agreement on Tariffs and Trade (GATT). It is presently seeking 
accession to full GATT membership on the grounds that it has 
now reformed its economy along market lines enough to be able 
to accept both the benefits and obligations of GATT 

membership. The government presented its trade memorandum to 
GATT in June 1988 to initiate the membership application 
procedure, and updated its application in:April 1989. A 
working party was formed in April 1990 to review Bulgaria’s 
application. 


Tourism: Although the Bulgarian Government does not publish 
statistics on the economic dimensions of the tourist industry, 
tourism is an important, and growing, component of national 





income (one estimate of hard currency earnings is around 

$100 million in 1988). Bulgaria is a country of impressive 
natural beauty, offering foreign visitors excellent skiing in 
the winter and Black Sea resorts in the summer. A relatively 
extensive infrastructure is in place to support tourism, and 
the state travel organization, Balkantourist, is aggressively 
marketing tour packages abroad. 


In 1988, the number of visitors who came to Bulgaria for 
recreation and tourism was 2.6 million, up 9.2 percent. About 
82 percent of these were from other socialist countries, 
notably (in order) Poland, Czechoslovakia, and the Soviet 
Union. Visitors from Western Europe accounted for another 13 
percent. There were over 5 million transit visitors. 
Beginning in 1989, passports were issued more freely to 


Bulgarians, resulting in greater numbers of them traveling 
abroad. 


Consumption: Retail trade turnover (excluding alcoholic 
beverages) totaled 18.4 billion leva in 1989 (roughly 

$8.6 billion), a 6.9 percent increase over the previous year. 
The average monthly earnings of workers grew 5 percent to 

265 leva ($124), but undefined real wages dropped a reported 
2.4 percent. The production of goods for the internal market 
increased 11 percent over production in 1988, but official 
reports noted interruptions in supplies of some goods and 
insufficient production of others. 


With some exceptions, the quality of locally produced consumer 
goods is below Western standards. Packaging and marketing are 
likewise areas in which Bulgarian industry consistently lags 
behind those standards, and from time to time Western firms 
have been consulted for technical assistance. 


Inflation: Most retail prices and wages continued to be 
controlled by the government. Bulgarian officials have 
informally estimated that inflation in 1989 was about 10-12 
percent. This acknowledged rate of inflation, however, fails 
to fully measure the hidden cost of unsatisfied demand for 
goods and services created by artificially low prices and the 
absence of abundant, quality merchandise, a more accurate gauge 
of inflation in socialist economies. Some price increases 
occur when new, "improved", more expensive versions of existing 
products are placed on the market in substitution for older, 
lower priced models. 


A key element of economic restructuring is the linking of 
domestic wholesale prices to international wholesale prices. 
Ultimately, this will be reflected in retail prices, but 





controls are to be lifted in stages, the timing of which has 
already slipped. As of mid-1990, officials claim 10 percent of 
wholesale prices are free to move, and another 40 percent will 
be freed by the end of the year. Retail prices for most 
nonessential fruits and vegetables have been freed. The 


long-term goal is to increase the role of prices as a factor in 
resource allocation. 


Under the present multi-tiered system of controlled, 
registered, and unregulated prices, retail prices of essential 
consumer goods remain fixed by the government. Occasional 
exceptions, for instance sharp increases in the price of coffee 
and sugar, have drawn a strong public reaction. 


State Budget: The Government of Bulgaria does not publish 
detailed information on the state budget. However, the 
following general data were reported for 1988 and 1989: 


STATE BUDGET 
(millions of leva) 


1988 1989 
Total Revenues 22, 952.0 24,287.8 
Total Expenditures 22,952.0 24,286.3 
Balance -0- i<3 


BREAKDOWN OF GOVERNMENT EXPENDITURES 
(millions of leva) 


Category 1988 1989 

Investment 10,842.0 11,547.5 
Science, Culture, Education 4,307.0 8,550.2 / 

Health and Social Services 3,914.0 / (combined) 

Organs of State Authority 355.0 473.4 

Other 3,937.0 3,715.2 

Total 22,952.0 24,286.3 


In 1990, for the first time, partial figures on subsidies were 

reported, including over 1 billion leva for industry and 

2 billion leva for agriculture in 1989. Also the existence of 
a substantial budget deficit was acknowledged. 


Economic Reform: Sweeping changes affecting the economy were 
introduced in January 1989 with adoption of Decree 56. One 
result of the decree was the end to the government’s legal 
monopoly on foreign trade, previously conducted through a small 
number of foreign trade organizations (FTO’s). Now all 
companies have the right in theory to conduct foreign trade. 





Implementation of the economic reform process which began in 
1986 is expected to extend over a period of 10 to 15 years. If 
fully implemented, economic restructuring will affect virtually 
every aspect of economic activity, from contractual 
relationships to domestic pricing. However, the Bulgarian 
Socialist Party has been reluctant to relinquish ultimate 
control of the economy. Furthermore, previous reform efforts 
were not fully implemented, thus casting doubt on the ultimate 
success of this latest round of reforms. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Despite the hard currency payments crisis and the sharp decline 
in some sectors of the national economy, opportunities continue 
to exist for trade in selected goods and services which are 
responsive to Bulgarian economic priorities and for which U.S. 
firms are competitive potential suppliers. As bilateral 
relations have improved, Bulgarian leaders in government and 
industry have increasingly expressed interest in expanding 
trade and technical collaboration with American firms. 
Commercial ventures which have the greatest likelihood of 


success are those which are well researched and aggressively 
marketed. 


Bulgaria’s five-year plan seems to have fallen victim to 
political turmoil. According to the plan, emphasis was to have 
been placed on the renovation and modernization of existing 
productive facilities in industrial electronics, digital 
machinery, industrial robotics, computers, laser and optics 
technologies, and biotechnology. Some projects in these areas 
may continue. However, a consensus has arisen that priority 
should be given to agriculture, food processing, tourism and 
light industry as potential hard currency earners in the short 
run. Feed grain sales are liable to be down sharply. However, 
demand will continue to exist for chemicals (including PVCs and 
caustic soda), and other traditional product lines if financing 
can be found. Sales of consumer goods, through hard currency 
stores or catalog outlets, continues to be an emerging area. 


Bulgarian officials have shown particular interest in importing 
technologies and equipment in such fields as alternative energy 
sources and energy conservation; pollution control and 
environmental protection; food and soft drink processing and 
packaging; fast-food restaurants; consultative services in such 
areas as market research and merchandising, and small and 
medium-size plants for production of consumer goods. 
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For several years, the Government of Bulgaria has been actively 
seeking to expand joint ventures with Western firms. To that 
end, it extended and expanded its joint venture law (Decree 535) 
in May 1987. Decree 56 superseded Decree 535, but retained 
many of its provisions, including tax incentives for foreign 
investors. Improvements in the new decree permit wholly owned 
foreign ventures, and allow foreigners to be directors and 
managers of companies. In addition, duty-free zones have been 
created in Vidin, Ruse, Plovdiv, Varna and Burgas, and plans 
for a zone in Sofia have been discussed. 


The suspension of payments on hard currency debt by the Foreign 
Trade Bank in March 1990 had a chilling effect on foreign trade 
as even short-term debt was affected. Some trade continues on 
a cash basis, and the small portion of trade financed by the 
commercial banks has not been affected so far. 


Although many deals have been concluded on a normal trade 
basis, because of competing claims on scarce hard currency, 
U.S. suppliers should be prepared for requests for countertrade 
arrangement. Many Western business people feel that the 
selection and quality of goods presently offered in 
countertrade do not meet Western standards and are therefore 
often hard to dispose of in Western markets. The countertrade 
field may offer opportunities for trading companies. 


U.S. traders contemplating doing business in Bulgaria over the 
next 12 to 18 months should be aware that economic and 


political reforms already introduced or pending may affect 
foreign trade to varying degrees. For instance, while the 
right to engage in foreign trade is now open to all companies 
in Bulgaria, the former FTO’s may continue to play an important 
role due to their contacts and expertise. Some 30,000 
individual and collective firms have registered since early 
1989, with varied degrees of skills and resources. 


As mentioned earlier, the government has announced its 
intention to implement changes in pricing policies. The 
government devalued the official rate of the lev over the 
course of 1989 at first slightly, then sharply. For Western 
currencies, the government at present has two rates, an 
official one of 2.9702 leva per U.S. dollar for statistical and 
business transactions, and a cash rate of 7.1 leva per U.S. 
dollar (which for a short time was as high as 9.5). Monthly 
small domestic currency auctions held in 1988-1989 in an effort 
to explore the likely market rates for the lev in a freer 
convertibility environment were expanded in mid-1990, with as 
much as $30 million offered for sale. It is probable that 
exchange rate adjustments will be made periodically as the 
economic reform process continues. 
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Bulgarian-American Economic and Trade Council: Bringing 
together Bulgarian and American commercial and industrial 
enterprises, this quasi-private organization was reorganized 
and reactivated in 1987 after several years of inactivity. 
Some 50 U.S. companies participated in the inaugural meeting of 
the new council held in Sofia during June 1987. A second 
meeting was held in New York in June 1988, and the third, held 
in Sofia in October 1989, drew representatives from about 70 
U.S. companies. The council’s next meeting is scheduled to be 
held in Pittsburgh, Pennsylvania in October 1990. The 
objective of the council is to develop bilateral trade 


opportunities and to work for improvements in the business 
environment. 


Information on the council and other bilateral trade matters is 
available from the following sources: 

U.S. Bulgarian Trade Council 

P.O. Box 648 

Garfield, NJ 07026 

Tel. (201) 470-9100; Telex 132474 


Office of Eastern Europe and Soviet Affairs 
International Trade Administration 

U.S. Department of Commerce 

Washington, DC 20230 

Tel. (202) 377-2645 


Office of the Commercial Counselor 
to the Bulgarian Embassy 

121 East 62nd 

New York, NY 10021 

Tel. (212) 935-4646; Telex 420190 


Trade Fairs: The City of Plovdiv hosts two major international 
trade fairs annually. The spring fair is devoted to consumer 
goods. The fall fair is a technical (capital goods) fair, and 
the U.S. Government regularly organizes an official exhibit. 
Commercial exhibitors wishing to join with the U.S. exhibit 
should contact the Department of Commerce (above). Dates for 
upcoming fairs are September 4-30, 1990 and May 6-12, 1991. 
These fairs provide a unique opportunity for American suppliers 
to meet specialists and end-users. 


Specialized trade fairs, exhibitions and seminars are becoming 
more common. For instance, Bulgarreklama, the state 
advertising organization, sponsors a technical fair in Sofia in 
late May and a consumer exhibition in late October. 


*%U.S. Government Printing Office : 1990 - 261-941/20003 














